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The Bretton Woods Agreements 
Can any one who is not a banker or an economist understand the Bretton Woods Plan? Are the issues 


it raises purely technical? Or have they some broadly ethical aspects? 


If so can they be appraised 


by a person of average intelligence and good conscience? 


We were asked some time ago to publish a report on 
Bretton Woods. Here it is, for better or for worse, but 
some introductory comment is in order. We have had 
three considerations in mind: 

1. Since Bretton Woods is an attempt to solve some of 
the most serious economic problems of the peace it is as 
basically important as the political charter on which the 
San Francisco Conference has been working. That the 
churches have a deep concern with the latter is widely 
recognized. Also, they have for many years been giving 
attention to economic problems at the national level. 
How, then, can we ignore these problems at the interna- 
tional level ? 

2. The controversy over the Bretton Woods Plan, like 
all such controversies, in part reflects group interests and 
contrasting social outlooks. It seems important to dis- 
entangle these elements, if possible, from those technical 
aspects of the problem with which only experts are able 
to deal. 

Some Background Facts 

It will be recalled that the United Nations Monetary 
and Financial Conference was held at Bretton Woods, 
New Hampshire, July 1 to July 22, 1944. It was called 
by President Roosevelt and was attended by representa- 
tives of 44 nations. From the Conference issued elabo- 
rate plans for (1) an International Monetary Fund and 
(2) an International Bank for Reconstruction and De- 
velopment, 

Many economists and a considerable portion of the 
public had come to believe that some planning was neces- 
sary if the economic debacle which eventually followed 
World War I were not to be repeated in exaggerated 
form after the conclusion of the present war. Dr. Harry 
D. White, of the U. S. Treasury Department, and Lord 
Keynes, the English economist, had issued reports during 
1942 which offered novel proposals for stabilizing curren- 
cies and international exchange in post-war years. Earlier 
proposals had been long under discussion by experts. 

The object of the Conference was to present a plan 
that would provide for greater freedom from unilateral 
trade arrangements, artificial trade walls and rapid fluc- 
tuations in exchange and currencies, and for world-wide 
economic development. It was believed that attempts at 
autarchic (nationally self-contained) economies would 
result from any failure to maintain interchange of com- 


modities, and to make both raw materials and manufac- 
tured goods accessible to all peoples. 

In his address at the close of the Conference Secretary 
Morgenthau said: “I take it as an axiom that after this 
war is ended no people—and therefore no government 
of the people—will again tolerate prolonged and wide- 
spread unemployment. A revival of international trade 
is indispensable if full employment is to be achieved in a 
peaceful world and with standards of living which will 
permit the realization of men’s reasonable hopes.” Thus 
the goal of Bretton Woods was broadly social and ethical. 


The Bank 


Since the International Bank for Reconstruction and 
Development is the simpler of the two agencies, we take 
it up first. It is based upon accepted banking principles, 
although, according to the Plan, membership in the Bank 
is dependent upon membership in the Fund. Voluntary 
withdrawal is possible at any time. The Bank would be 
capitalized at $9,100,000,000, of which the United States 
would subscribe $3,175,000,000, the United Kingdom 
$1,300,000,000, the Soviet Union $1,200,000,000, with the 
other nations contributing smaller amounts as low as 
Panama’s share of $200,000. Initially, 20 per cent of 
each member’s subscription would be payable or subject 
to call, two per cent in gold or U. S. dollars and 18 
per cent in local currency. Special provisions are made 
for nations whose gold reserves have been seized or im- 
mobilized as the result of the war. 

The Bank could make loans from its own capital or 
from funds derived from the sale of its bonds to private 
investors. It could also guarantee bond issues of foreign 
borrowers offered to private investors. The Bank for 
International Settlements, created in 1930, would be 
liquidated. 


The Fund 
The International Monetary Fund would have a total 


subscription of $8,800,000,000, of which the United States 


would provide $2,750,000,000 and the other 43 countries 
varying amounts down to Panama and Liberia with 
$500,000 each. Its purposes are: (1) to promote inter- 
national monetary cooperation; (2) to aid the expansion 
and growth of trade and in the “maintenance of high 
levels of employment and real income”; (3) to promote 
stability of exchange and combat “competitive exchange 
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depreciation”; (4) to aid in establishing a multilateral 
system of payments between nations; (5) to provide re- 
sources for correction of maladjustments in balances of 
payments; and (6) to shorten the duration and lessen 
the degree of “disequilibrium” in balances between the 
member nations. A member country may withdraw at 
any time. 

The operation of the Fund has been vividly described 
by Professor Hansen of Harvard.t. A member country 
deposits its currency either as a deposit account in its 
own Central Bank to the credit of the Fund or in the 
form of a non-interest-bearing obligation deposited in its 
own Central Bank to the credit of the Fund. The amount 
of the deposit is equal to the quota assigned the country 
less the amount of its gold contribution, which, for a 
country with substantial gold holdings, would be 25 
per cent. Professor Hansen makes reference to a graphic 
illustration of the way the Fund would operate given by 
Dr. Eugenio Gudin, chief of the Economic and Financial 
Council in Brazil. Imagine the members of the Fund 
seated around a table on the middle of which is a large 
bowl containing the gold contributions of the several 
member countries. Each country will also place on the 
table an individual bowl containing its own non-gold 
contributions to which the name “currency” is given. 
Putting Dr. Gudin’s illustration in his own words Pro- 
fessor Hansen writes: 

“Let us now assume that Brazil finds herself short of 
foreign exchange and wishes to take advantage of her 
line of credit with the Fund. Let us assume that she 
wishes to obtain United States dollar exchange. She 
goes to the Fund and asks to borrow United States dol- 
lars from the Fund. The Fund is able to supply the 
dollars because the United States has contributed dollar 
currency in its bowl to the credit of the Fund. In order 
to borrow, however, Brazil is compelled to advance ad- 
ditional collateral over and above the amount already 
deposited. In other words, to the extent that Brazil 
wishes to borrow dollars she must put, so to speak, ad- 
ditional Brazilian currency into her individual bowl to 
the credit of the Fund. If Brazil borrows dollars equal 
in value to one-fourth of her quota, she will have added 
a further 25 per cent of her quota to the currency held 
in the Brazilian bowl.” 

Thus, in order to borrow 25 per cent of her quota 
Brazil will have deposited altogether 125 per cent of her 
quota. Since her full line of credit is equal to the amount 
of her quota plus the gold contributed and since not 
more than 25 per cent can be borrowed in a single year 
it would require five years to exhaust her full line of 
credit. But during this time she would have had to 
deposit in her own currency 200 per cent of her quota 
and in addition the 25 per cent of gold which was placed 
in the central bowl. This means that she has deposited 
225 per cent of her quota in order to borrow 125 per cent 
of it. 

The purpose of these borrowings is to meet short-term 
requirements, and only to supplement the member’s for- 
eign exchange resources. If a member country is tempted 
to use the loan for other than these legitimate purposes 
she is deterred by a rising rate of interest: it rises with 
the amount of the loan and also with the period for which 
the loan runs. The Fund may put a prohibitive rate of 
interest on a country which abuses its line of credit. In 
an extreme case expulsion may occur. 


1 Hansen, Alvin H. America’s Role in the World Economy. 


New York, W. W. Norton & Company, Inc., 1945. p. 56 ff. 


Questions Raised Concerning the Bank 


Although controversy has centered chiefly on the Fund, 
some opposition has been offered to the Bank. 


Control by Borrowers? 


It has been objected that the borrowers, who are likely 
to be in the majority, will control the Bank and the 
creditor countries will be at a disadvantage, since, in 
general, decisions are by majority vote. Appraisal of 
this argument will depend in part on the extent to which 
one takes a global view of economic problems. Perti- 
nent, however, is the fact that the plan provides for a 
100 per cent guarantee of loans by the capital of the 
Bank in addition to that of the borrowing country, and 
the fact that a member country’s liability is limited to 
its subscription capital. 


Why Guarantee Others’ Loans? 


Why, it has been asked, should one country guarantee 
another’s loans. In a highly informing pamphlet, just 
off the press, the National Planning Association says on 
this point: “This is where the cooperative nature of the 
project comes in, as well as its international significance. 
A country guarantees another country’s loan, jointly 
with all the other members of the Bank, because it ex- 
pects to benefit from similar guarantees upon loans which 
it makes or receives through the Bank. A more funda- 
mental reason for participating in the Bank is the reali- 
zation that it is to the mutual interest of all countries 
to join in providing that sound basis for international 
investment which is essential to a prosperous world 
economy.” 


Leave It to Private Banks? 


It has been objected further that private banking should 
be adequate to meet the capital needs of the postwar 
world. In this connection Professor Hansen has writ- 
ten: “The view that anything that may be done on a sound 
basis by government can equally be done on a sound 
basis by private financing institutions completely over- 
looks one of the most fundamental considerations with 
respect to public investment in general. The private 
lending and guaranteeing institution can only undertake 
such projects as offer a high assurance of profit on the 
venture in question. Governments (underwriting an in- 
ternational loan) can look beyond the direct return to 
the general effect of the project in question upon the 
prosperity of their economies as a whole and upon the 
world economy.’ 

Although this statement will probably have wide ac- 
ceptance in financial circles, it should not be overlooked 
that the same issue may arise here as in domestic financ- 
ing with reference to non-self-liquidating projects. The 
Bank can be used only for long-range financial under- 
takings, but wherever government borrowings and ex- 
penditures are concerned political transactions may be 
present. Hence it appears likely that the transactions 
of the Bank may sometimes be in controversy. Different 
philosophies of government may come into conflict. Yet 
comparatively little objection has been offered to the 
Bank on this score. The need for it is widely acknowl- 
edged. 

Questions Raised Concerning the Fund 
With reference to the International Monetary Fund 


2 The Stakes of Bretton Woods; a Statement by the Commit- 
tee on International Policy. Washington 6, D.C., National Plan- 
ning Association, 1945, p. 9. 


3 Hansen, op. cit., p. 46. 
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controversy has been and continues sharp. We shall try 
to clarify some of the main issues. 


What About the Gold Standard? 


Much of this controversy is occasioned by opposing 
views as to the desirability of a return to the gold stand- 
ard and as to the bearing of the Fund on that issue. In 
the full sense of the term the gold standard implies that 
gold and gold alone is admitted to unlimited coinage 
and recognized as full legal tender, and that all other 
forms of money are redeemable in gold. Professor Pat- 
terson remarks that since World War I few countries 
have fully met this test.* Managed currencies have been 
forced on the world by economic and political conditions. 
Before the export of gold was restricted, the foreign 
exchange rates were kept within bounds by the “gold 
points”—points at which it would be cheaper to export 
or import gold than to pay the current exchange rate. 
The price of foreign exchange varies, of course, with the 
balance of trade, since, in the absence of arbitrary con- 
trols, it depends on the relation of demand to supply. 
If gold were again to be allowed free movement and 
currencies were kept in reasonably stable relation to gold, 
the exchange problem would be enormously simplified. 
But national economic, financial and monetary policies 
are dictated by other considerations than the maximizing 
and simplifying of foreign trade. The responsibilities 
of governments for the welfare of their peoples, as well 
as less worthy political aims, may lead them to sub- 
ordinate international trade to internal policy. The Na- 
tional Planning Association’s report says of the gold 
question: “Those critics of the Fund who are ardent ad- 
vocates of the gold standard should realize that, to be 
useful, the gold standard must be international in scope. 
... In any event in the contemporary world, the United 
States would find no partners for the orthodox gold 
standard system.”® 

The banking community in this country is in general 
desirous of returning to the gold standard. This is re- 
flected in the opposition of the American Bankers As- 
sociation to the Fund. The May Letter of the National 
City Bank of New York contains this significant passage: 

“No group in the community has stood more consistent- 
ly—even obstinately—for stable and orderly exchanges 
than the bankers. Bankers, almost to a man, opposed 
the departure from gold in 1933, and have overwhelm- 
ingly favored every approach to gold ever since. They 
were among the strongest advocates of repeal of the 
President’s power to devalue the dollar. The fault, if 
any, in their attitude is that they have been too orthodox 
in their advocacy of the gold standard and fixed ex- 
changes... .” 

There has been much controversy as to whether the 
Fund has a slant toward or away from the gold standard. 
It seems necessary for its sponsors to persuade the British 
that it is not aimed at restoration of gold and to persuade 
Americans that it is not unfriendly to gold. H. D. White, 
who was a member of the American delegation at Bret- 
ton Woods, notes the general feeling in Britain that the 
economic ills of the ’twenties and ’thirties were due to an 
attempt to restore sterling to its prewar position, result- 
ing in an overvaluation of the pound. He quotes the 
statement by the Chancellor of the Exchequer in the 
House of Commons: “Certainly the attitude of His Ma- 
jesty’s present government would be one of most vehe- 


4 Patterson, Ernest Minor. The World’s Economic Dilemma. 


New York, Whittlesey House, 1930, p. 89. 
5 Op. cit. p. 12. 
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ment opposition to any suggestion that we should go 
back to the gold standard.” However, Mr. White goes 
on to say: 

“But while a return to the old gold standard is of doubt- 
ful wisdom for some countries and impossible for many 
countries, there is no reason why we should not obtain 
its advantages without imposing its rigidities on countries 
unwilling to accept it. That is precisely what the Inter- 
national Monetary Fund does. It requires countries to 
define their currencies in terms of gold, to maintain ex- 
change rates stable within a range of one per cent above 
and below such parity, to make no alterations in the parity 
of their currencies except after consultation with the 
Fund, or with its concurrence, and to impose no restric- 
tions on current transactions except after consultation 
with the Fund, or with its approval. . . . Those countries 
which elect, as does the United States, to adhere to the 
gold standard can, of course, do so without in any way 
complicating the operations of the Fund.”® 
Will All the Borrowers Be “Credit-W orthy” ? 

The question of credit-worthiness on the part of bor- 
rower nations is both technical and ethical. That is not 
to say, of course, that the moral answer will usually be 
different from the technical, financial answer. But the 
question may be regarded as gratuitous in this connec- 
tion. Mr. White rebukes critics of the Fund on the 
ground that it gives automatic credit rights to other 
than credit-worthy countries. “The criticism is wholly 
unjustified. The technique of conditionally permitting 
a country to buy foreign exchange to a limited amount is 
commonly used in stabilization operations. It is in- 
cluded in all of the bilateral arrangements under our own 
exchange stabilization fund and in the Anglo-Belgian, 
Anglo-Dutch and Belgo-Dutch exchange agreements re- 
cently announced.” 

Professor Hansen says, “The idea that a quota should 
be assigned on a strict basis of credit-worthiness is wholly 
untenable. This suggestion misses the whole spirit and 
purpose of the Fund. ... It is the underlying philosophy 
of the Fund that the assumption of such mutual risk is 
precisely the necessary basis for a high level of produc- 
tion and trade throughout the world.”* Viewed in this 
light the technical and the moral answers to the question 
are not at variance. 

Is the Fund Really Necessary? 


Critics of the Fund tend to agree that what is neces- 
sary and presently possible in the way of stabilization of 
exchanges can be done by giving the Bank power to make 
loans for this purpose. They are disposed to regard the 
Fund as, on the one hand, too large for such of its pur- 
poses as are actually feasible and too small to grapple 
with the actual requirements of the situation following 
the war. Those who take this view regard the provision 
in the plan for a “transition period” of perhaps five years 
before the member countries are expected to have their 
houses in order as fatal to the enterprise. They want 
the needed reforms made first, after which the Fund 
might be agreed to. 

The American Bankers Association has rejected the 
Fund outright as not only needless but mischievous. It 
calls it too big and too complicated. The public, it is 
said, will not understand it. (This is doubtless true. 
Probably few persons understand the mechanism 


6 White, H. D. “The Monetary Fund: Some Criticisms Exam- 
ined.” New York, Foreign Affairs, January, 1945. p. 198 

7 Ibid., p. 201-202. 

8 Hansen, op. cit., p. 74. 
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of foreign exchange which operated in normal times, to 
say nothing of the maze it has now become.) The As- 
sociation points out that through the Fund the United 
States would be in the position of supplying dollars to 
a country with which it might be at serious odds politi- 
cally or economically. The issues thus raised are obvi- 
ously in part technical and in part questions of social 
philosophy. 

The New York Times has said editorially: ‘The 
American money poured into supporting weak foreign 
currencies will be worse than wasted, unless the loans 
are made conditional upon internal reforms in the bor- 
rowiig nations. Such nations must eschew resort to 
financing by the printing press. They must prepare to 
balance their budgets and make their currency convertible 
into gold or into a gold-convertible currency at par.” 

Winthrop W. Aldrich, chairman of the Board of the 
Chase National Bank, has declared that “the Bretton 
Woods proposals are no substitute for the real job of 
economic reconstruction.” He finds unrealistic “their 
implied assumption that the creation of credits, the coun- 
terpart of the creation of debts, will, in the absence of 
appropriate fiscal, credit and commercial policies in each 
member nation, solve those complicated international 
monetary problems that beset the world.” The need for 
the Fund, he thinks, has been exaggerated. “Once the 
political and economic prerequisites are attained, the finan- 
cial problem of currency stabilization becomes relatively 
simple. Many nations possess sufficient assets in the 
form of gold in dollar or sterling exchange to stabilize 
their currencies without external financial aid—a fact 
which seems to be widely overlooked. Only a few na- 
tions will have to seek outside financial assistance.” 

Mr. Aldrich proposes that the United States and the 
members of the British Commonwealth of Nations “en- 
ter into immediate conversations on such problems as 
tariff barriers, imperial preference, export subsidies, bulk 
purchasing and regional currency arrangements. ... We 
must be prepared to effect substantial reductions in our 
tariff rates. We must convince the world of our sin- 
cerity of purpose. The quality of our leadership may 
easily determine whether the world will move toward 
free enterprise or toward collectivism,” 

The Committee on Economic Development has en- 
dorsed the Bretton Woods proposals, with one change, 
namely, that the Bank be empowered to make stabiliza- 
tion loans to relieve anticipated strain on the Fund. The 
latter, it is held, “will inevitably be put to the necessity 
ot having to ‘finance unstable conditions’ in many coun- 
tries for an indeterminate period; its stronger currencies 
will quickly be drained away and replaced by weak cur- 
rencies which few firms engaged in international com- 
merce will need or want; that is, the managers of the 
Fund, in spite of some safeguards, will, in fact, be pow- 
erless to prevent the use of this pool of money for what 
would be in effect stabilization, reconstruction and ‘gen- 
eral purpose’ loans to warstricken countries.” 


Concerning the need for the Fund as a separate insti- 
tution the National Planning Association says: “Past ex- 
perience has taught us the need to segregate, so far as 
possible, short-term credit operations from long-term 
investments. . . . The tasks of the management would 
be very much complicated if the Fund were part of an 
institution whose principal purpose was to extend invest- 
ment credits. It is entirely conceivable that a country 
may at one time be in good standing with the Bank, and 
in bad standing with the Fund; it may be a reliable cus- 


tomer of the former while being penalized by the latter, 
Since each institution has its own function, it seems wise 
to allow each to operate with independent status. There 
is ample provision in the respective Agreements for such 
consultations between the two institutions as would be 
needed.””” 

While the Bretton Woods Conference was still in ses- 
sion Walter Lippmann sounded a warning against any 
assumption that the United States could dictate the terms 
of international trade after the war. The borrowing na- 
tions will have much to say about it: “Why are they in 
a position to have a lot to say? Because if the great 
creditor does not offer terms which fit their internal 
needs and their sense of national dignity, they have an 
alternative to the system of general international trading 
which this country desires. The alternative is govern- 
ment-controlled trading on a bi-lateral or barter basis. 

“It is not a good alternative, and the world will be 
a poorer and more troubled place if it is adopted. But 
let us have no illusions whatever: the other great finan- 
cial powers will surely think this poor alternative the 
lesser of two evils if they cannot get credit to restore 
general trade except on terms which they regard as dic- 
tation of their domestic policy by the United States, and 
as humiliating.” 


Would Rejection of the Fund Be Disastrous? 


The answer to this question depends in the first in- 
stance on the point of view. If the bankers whose criti- 
cisms have been cited—and not all bankers by any means 
are opposed—are right whatever risk is involved in re- 
jecting the Fund is justified. If the 224 economists who 
issued a statement endorsing the proposals—and econo- 
mists can be found on the other side—are right, the risk 
of rejection is too great to take. A moderate view of the 
possibilities is taken in the Foreign Policy Association’s 
report on Bretton Woods.’° After presenting a favor- 
able analysis of the entire plan, the Report says: “It is 
essential, in the opinion of experts, for nations to have 
a real determination to cooperate not only in these par- 
ticular fields but also in respect to commercial agree- 
ments, commodities arrangements, cartels, transportation, 
and in other areas. If this determination to arrive at 
constructive solutions is evident in practical ways, it is 
probable that the failure to set up all the desirable 
organizations and permanent bodies is not a serious 
menace to progress.” 


Federal Council on Bretton Woods 


A resolution dealing in part with the Bretton Woods 
proposals, adopted by the Executive Committee of the 
Federal Council of Churches on May 15, contains the 
following paragraph: 

“We do not attempt to judge the technical details of 
these agreements, but we believe that their purposes are 
harmonious with the principles of world order for which 
our churches are working. The provisions of the agree- 
ments will no doubt need to be improved in the light of 
experience. For this purpose, the agreements include 
provisions for amendments. We would deplore anything 
which would delay constructive action in the immediate 
critical period, jeopardize the possibilities of subsequent 
economic cooperation, and perhaps endanger the success 
of the general security organization, to be charted at San 
Francisco.” 


9 Op. cit., p. 9. 
10 Foreign Policy Reports, New York, September 1, 1944. 
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